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An outstanding feature of the eco- company has equity therein through 
nomic history of recent years is the its ownership of the subsidiary shares 
grouping of business organizations and (2) that the volume of business 
into ever larger and more complicated and financial transactions with those 
combinations. The relative ease of outside the group shall be indicated, 
acquiring ownership of stock as dis- usually by eliminating all inter-com- 
tinct from ownership of assets, income pany transactions. 












tax considerations and difficulties aris- ln consolidating the earnings of a 
ing from the multiple state jurisdic- subsidiary company which is not 


tions within our country, have tended wholly owned it is good practice to in- 
to create complicated hierarchies of clude under each income and expense 
parent and subsidiary companies from item of the statement before elimina- 


i these financial groupings. When audit- tions the full amount for the subsid- 
ing and reporting upon the financial iary company. The fact that the full 

condition and operating results of such amount of earnings is not available to 
a complex structures, accountants are the parent company is given effect by 
he met with increasingly difficult prob- deducting among the fixed charges the 
# lems. Much has been written regard- proportionate interest of the minority 







ing the principles on which consoli- shares in the net earnings. Some con- 
dated balance sheets are prepared. solidated statements show a deduction 
Some of the problems which may arise for the minority share of earnings as’ 
in preparing the consolidated income “Dividends paid to minority share- 
statement are discussed in the follow- holders.” Presumably this should be 
ing paragraphs. The questions are done only when the minority holdings 
more difficult when there are minority are entirely of senior shares with fixed 
interests to be considered and when dividends, or when the subsidiary com- 









acquisitions of new subsidiary com- pany dividends paid are in excess of 
panies are made during the accounting actual earnings for the period and the 
period, particularly if such acquisitions dividends to minority stockholders, 
are not made in toto at a time when’ even though paid from surplus previ- 
the accounts have been closed. ously earned, are considered to be in 





The basic principles of the consoli- effect a distribution from current con- 
dated earnings statement are (1) that  solidated earnings. In the normal case 
income of the constituent units shall where earnings are more than ample 
be included only for the periods that for dividends on common shares of 
such units are controlled and only in’ the subsidiary company, there is an 
proportion to the extent that the parent 











undistributed equity in earnings accru- 
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ing to the minority stockholders which 
should be excluded from the net earn- 
De- 
duction of the full proportion of net 
income applicable to minority shares 
seems to be the best accounting treat- 
ment and the one usually followed. 
Additional complications 
consolidating income 


ings of the consolidated group. 


arise in 
accounts when 


subsidiaries or additional subsidiary 
shares are acquired within the account- 
ing period. If the acquisition is made 
entirely at one date the subsidiary com- 
pany earnings should be stated sepa- 
rately for the period prior to date of 
acquisition and for the period subse- 
quent thereto and the earnings for the 
latter period only should be consoli- 
dated with those of the holding com- 
pany. Such subsidiary 
earnings is made readily if the acquisi- 


division of 


tion date occurs at a monthly closing 
or sufficiently near it for practical pur- 
poses. Otherwise, an apportionment 
of one month’s earnings will have to 
be made arbitrarily according to the 
date of acquisition within a month. [f 
monthly closings are not made, the 
division of subsidiary earnings as be- 
tween the periods of independent oper- 
ation and of control will have to be 
made arbitrarily under the same prin- 
ciples or on an estimated basis. If 
several distinct 
subsidiary are acquired during the year 
it may be necessary to divide the sub- 
sidiary income account into several 
distinct periods and calculate the min- 
ority interest in 
period. 

It frequently happens, after a hold- 
ing company acquires control, that a 
relatively small number of additional 
shares of subsidiary stock are acquired 
in driblets throughout the year so that 
it is impracticable to segregate the sub- 
sidiary earnings by periods and then 


blocks of stock of a 


earnings of each 


calculate the minority interest in earn- 
ings for each. It seems sound in such 
a case to use as the deduction for min- 
ority interest in earnings the sum of 
the following amounts: 

(a) The share of subsidiary com- 
pany net income for the year 
represented by the number of 
minority shares outstanding 
at the end of the year; 

(b) The dividends actually declared 
payable to outsiders on min- 
ority shares acquired by the 
holding company during the 
year. 

The result of 
computation 1s 


the above method of 
that the interest in 
earnings of outside stockholders who 
sell their shares to the holding com- 
pany during the year is limited to the 
dividends which they have actually re- 
ceived from earnings of the period. 
We have within the past 
year a number of cases in which con- 


noticed 


solidated earnings statements appear- 
ing in security prospectuses have rep- 
resented the consolidation of earnings 
of constituent companies for annual 
periods ending at different dates. On 
such a basis it is impracticable to elim- 
inate inter-company transactions with 
mathematical nicety; but, if the latest 
available figures are taken and the ac- 
countant is satisfied that the periods 
are representative, the result should 
present a fair picture of the operations 
of the whole group and circumstances 
may be such that considerable time 
would be saved by accepting the pro- 
cedure. In such cases where the dis- 


crepancy in the accounting periods 


makes exact eliminations impossible, 
sales to those outside the group should 
be stated correctly in the consolidated 
statement and the inter-company elim- 
inations adjusted to this end. 

In making any consolidated state- 
































ment it is important that the accounts 
of the constituent companies be uni- 
formly Difficulties fre- 
the income ac- 
consistently set up. 
Regulatory bodies of different states 
may require the use of somewhat dif- 
ferent systems of accounts. Operating 
companies may have different account 
classifications from holding or 


classified. 
quently arise when 
counts 


are not 


man- 
agement companies and manufacturing 
businesses may differ from merchan- 
Differ- 

arise 
most frequently when a new corpora- 


dising houses in this respect. 
ences of account classification 
tion is acquired by a group from out- 
side interests. However, if all are 
subsidiary to the financial control of 
one holding company, more informing 
financial statements of the business as 
a whole can probably be made by deal- 
ing with the companies as an amalga- 
mated unit. The accountant must 
struggle with the particular problems 
in such and them 
times by analysis and adjustment of 
the individual companies’ accounts and 
sometimes by condensing his consoli- 
dated statement in such a way that 
minor inconsistencies in the accounts 


cases solve some- 


will not affect the main classifications. 

The elimination of inter-company in- 
come and expense is not accomplished 
merely by offsetting sales against pur- 
chases in the case of companies selling 
each other merchandise at a profit, if 
the merchandise is still in the inven- 
tory of one of the companies at the 
end of the accounting period at a 
value which includes the profit of an- 
other company within the group. The 
amount of such unrealized profit, if 
significantly large, should be elimi- 
nated through a deduction from the 
inventory or as a reserve account in 
the balance sheet and also by deducting 
gross profit in the consolidated income 
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inter- 


Such elimination of 
profit in the inventories 
be considered a reduction 
of the income of either the selling or 
the buying company taken by itself, 
but rather an adjustment incident to 
the consolidation of the accounts. In 


statement. 
company 
should not 


preparing a consolidated income state- 
ment or balance sheet the adjustment 
can best be made in conjunction with 
the inter-company elimination entries 
rather than as affecting the accounts 
of the individual companies. 

In connection with the subject of 
inventories containing inter-company 
profit, it may be noted that, if there 
is a substantial minority interest in the 
stock of the affiliated company doing 
the selling, theoretically a proportion 
of the inter-company profit remaining 
in the inventory should not be elimi- 
nated in the consolidated balance sheet 
and income statement, since some of 
the profit of the vendor company 
would be allocable to minority stock- 
holders. As a practical matter, adjust- 
ment of inventories in a consolidated 
statement is often made in a round 
approximate amount and, if the minor- 
ity interest is large, consideration may. 
be given to this factor when the 
amount of surplus accrued thereto is 
determined. 

A, transaction which occurs not in- 
frequently in the complex business 
organizations of the present day is the 
sale of capital assets (or even of stock 
holdings in a subsidiary) by one com- 


pany of the group to another at a 
profit. Such a transaction is analogous 


to the sale of goods intra-group, in 
which we have already noted that any 
inter-company profit remaining in in- 
ventory at the end of the year should 
be eliminated the 
statements. Similarly, consolidated 
earnings or surplus should not be in- 


from consolidated 
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Hated by gains on inter-company trans- 
fers of capital assets or stock holdings. 

There are some types of income 
from inter-company transactions, how- 
ever, which are not always eliminated 
in consolidated earnings statements. 
hese are income items in connection 
with construction of capital assets 
which do not inflate the value of the 
construction over a fair cost figure. 
Interest during construction, engineer- 
ing and supervision fees of attiliated 
construction companies, and freight on 
construction material charged by trans- 
portation companies owned, may prop- 
erly be added to capital asset accounts 
and therefore included in consolidated 
earnings, if charged at reasonable and 
customary rates. When such items 
constitute a significant part of the 
earnings they ought to be 
separately. 


shown 


The proper charge for federal and 
other income taxes in a consolidated 
earnings statement must be given spe- 
cial consideration with reference to the 
provisions of the tax laws relating to 
consolidated returns. If the law allows 
the constituent companies to make a 
consolidated return, the amount of tax 
upon the group may differ substan- 
tially from the aggregate of amounts 
provided for such taxes on the books 
of the individual companies which fre- 
quently are calculated without refer- 
ence to the consolidation features. 

In “Auditing — Theory and Prac- 
tice” (p. 403) Colonel Montgomery 
has pointed out that subsidiary com- 
pany surplus at date of acquisition 
should be 


segregated from subse- 
quently earned surplus and_ that all 
dividends out of “prior” surplus when 
received by the holding company 
should be credited to its investment 
account. The working out of this 


principle is complicated when the sub- 


sidiary company is in turn a holding 
company of underlying organizations. 
In one case with which we have had 
contact, the book surplus of such a 
subordinate holding company earned 
prior to acquisition was utilized for 
payment of dividends to the parent 
company but, because the undistrib- 
uted earnings of companies subsidiary 
to the former were sufficient to make 
up the deficiency, no adjustment of the 
parent company’s investment account 
was deemed necessary. In other words, 
consolidated surplus of the whole sub- 
sidiary group at acquisition had_ not 
been impaired by the dividend pay- 
ments to the parent company because 
the payments were not in excess of 
such group's consolidated net income. 

Other interesting problems arise in 
consolidating the accounts of com- 
panies where one has acquired the 
stock of another at figures greatly in 
excess of book value. The disposition 
of such excess value in the consoli- 
dated balance sheet as between tangible 
and intangible assets is such a prob- 
lem which may also give rise to ques- 
tions in the corresponding consolidated 
statement of earnings. For example, 
it is possible that such excess of cost 
over book value of subsidiary stock 1s 
mostly attributable to appreciation of 
the physical assets of the subsidiary 
company, properly carried at cost less 
depreciation on the subsidiary company 
hooks but representing a present value 
substantially in excess of such depre- 
ciated cost, the excess being reflected 
in the price paid for the subsidiary 
stock. In such a case the excess might 
properly be carried to plant assets in 
the consolidated balance sheet. While 
a depreciation 
assets based on cost to the subsidiary 


pre yvision for these 


company would be considered adequate 
for that company alone, the question 























should be raised as to whether such an 
amount of depreciation is adequate 
for the same assets in the consolidated 
group of companies to which the cost 
of the assets was a substantially higher 
amount indicated by the acquisition 
price of the subsidiary company shares. 
It is obvious that provisions for de- 
preciation, which are sufficient to con- 
serve the invested capital of the sub- 
sidiary company as its fixed assets 
deteriorate or become obsolescent, will 
not be ample to protect the larger in- 
vestment of the holding company in 
The 
problem of the accountant is difficult 
because in practice it is recognized that 


the stock equity in these assets. 


cost of subsidiary shares in excess of 
their book value is usually a recogni- 
tion of goodwill and other intangible 
values as well as of an appreciation 
in the plant assets of the subsidiary 
company. Sometimes appraisals are 
the extent 
to which such excess cost applies to 


available as a measure of 


the tangible assets and when appraised 
values at acquisition of subsidiary com- 
panies are known, it might be advan- 
tageous to restate the fixed asset ac- 
counts of the subsidiary companies at 
appraised values so that proper depre- 
ciation bases might thus be fixed in the 
accounts. Where this solution is not 
possible and when it is clear that the 
holding company’s investment may not 
be adequately protected by deprecia- 
tion charges against subsidiary earn- 
ings, additional amortization should be 
allowed out of the earnings of the 
holding company to be credited to a 
reserve account designated to provide 
for depreciation of investment in sub- 
sidiary shares. 

The foregoing indicates the impor- 
tance in all questions arising in the 
preparation of consolidated income ac- 
counts of bearing in mind the corre- 
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sponding consolidated balance sheets, 
and the accountant should not consider 
the preparation of such 
complete until he has 


statements 
reconciled the 
consolidated surplus accounts on the 
balance sheets at the beginning and 
end of the accounting period with the 
consolidated statement of income. 

In general, the accountant working 
upon consolidated 
have in 


should 
something more 


statements 
view than 
merely adding together the figures of 
several companies. Mastery of the 
mechanics of combining the figures 
and matching the eliminations must be 
supplemented by broad knowledge of 
the business and financial relationships 
of the consolidated companies and the 
ability to present an intelligently sum- 
marized picture of the whole from the 
figures made available. The account- 
ant should, for instance, consider the 
extent to which earnings disclosed by 
the consolidated statement are actually 
available for use in paying dividends 
to stockholders of the holding com- 
pany. There are various circum- 
stances which may prevent subsidiary 
from distributing their 
earnings to the parent company in 
The earnings may have been 
permanently 


companies 


cash. 
invested in subsidiary 
company plant assets with some neces- 
sity for permanently capitalizing them 
as such. They may be required to 
make up deficits arising from previous 
prevent dividend 

Regulatory bodies or char- 
restrict which 
may be distributed from earnings. In 
these situations the question arises “to 
what extent must the consolidated 
earnings statement reflect merely earn- 
ings actually available for dividends 
of the holding company?” The writer 
is inclined to interpret the consolidated 


operations, which 


payments. 
ters 


may the amounts 


(Continued on page 19) 
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Exemptions of Patents and Copyrights from 
State Income Tax 


$y Roswecti F. MAGILL 


(Professor of Law, 


No decision in recent months has 
more important implications in the 
held of state income taxation that 
Long v. Rockwood, decided by the 


Supreme Court of the United States 
on May 14, 1928 (48 S. Ct. 463). 
Not only does the decision directly 
grant an exemption from state income 
taxation of considerable scope, but it 
will form the many other 
suits to confirm related exemptions. 
Long v. 


basis for 
Rockwood presented the 
question whether the state of Massa- 
chusetts might tax as income the roy- 
alties received by one of its citizens 
for the use of patents issued to him 
by the United States. The Supreme 
Judicial Court of Massachusetts held 
that such an imposition would amount 
to a tax upon the patent right itself, 
and was accordingly prohibited by the 
federal constitution (154 N. E. 182). 
The Supreme Court affirmed this judg- 
ment by a 5 to 4 decision, the majority 
opinion being written by Mr. Justice 
McReynolds and the dissent by Mr. 
Justice Holmes. 

The majority view is summarized 
in the following paragraph from the 
opinion : 


The power to exclude others, granted by 
the United States to the patentee, subserves 
a definite public purpose to promote the 
progress of science and useful arts. The 
patent is the instrument by which that end 
is to be accomplished. It affords protection 
during the specified period in consideration 
of benefits conferred by the inventor, and 
the settled doctrine is that such instrumen- 
talities may not be taxed by the states. 


Since the decision was reached 5-4, 


Ce 


dumbia University) 


and since it might be so far extended 
as seriously to prejudice state income 
and franchise taxation, it is likely that 
the Supreme Court will be cautious in 
extending its reasoning to new situa- 
tions. The following conclusions, 
others, appear, however, to 
flow from the reasoning of Long v. 
Rockwood, or from prior opinions of 
the court, taken in conjunction there- 
with: 


among 


1. Since the same constitutional pro- 
vision applies to both copyrights and 
patents, the royalties of an author 
from sales of an American edition of 
copyrighted by the United 
States appear to-be exempt from state 
income taxation. 

2. If the manufacturer of an article 
patented by the United States or the 
publisher of a book copyrighted by the 
United States is himself the patentee 
or copyright-holder, his income from 
sales in the United States of the pat- 
ented or copyrighted article is exempt 
from state income taxation. 

3. There are various cases indicat- 
ing that patent rights are not subject 
to state property taxation; and that 
income arising from a principal itself 
exempt from state property taxation 


a boc Kk 


is not subject to state income taxation. 
Hence, a manufacturer or publisher 
who is the assignee, grantee, or licensee 
of the patent or copyright should be 
exempt from state income taxation on 
the profits from its use in the United 
States. 

4. If a state tax on the privilege of 
16) 


(Continued on page 
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Profession 


of Accounting 


By Ropert E, 


(Cleveland 


My discussion this afternoon, as | 
understand it, is directed primarily to 
the students of accounting. It is in- 
tended to decision those 
among you who are considering the 
profession of accounting as a life 
work. The obligation which this places 
upon me is by no means light. | 
should dislike to think on the one hand 
that my presentation of the subject 
might result in even one of you enter- 
ing the profession to find yourself un- 
suited for it, or on the other hand that 
I should so poorly represent the pro- 
that I might discourage one 
who was well qualified to grace it. 

At the outset, therefore, it will be 
well to make two points clear. In the 
first place, I am not here to sell the 
accounting profession as a life work 
to any of you. If | underestimate the 
reward and overestimate the require- 
ments it is because I desire to err, if 


assist to a 


fession 


at all, upon the side of conservatism. 
In the second place, | have no desire 
to pose as the spokesman of my pro- 
much accountant 
who stands at the peak of the pro- 
fession. 


fession less as an 


Therefore, if you find the personal 
pronoun I scattered rather liberally 
throughout my discussion, | hope you 
will excuse it on the ground that | am 
attempting to give you facts as | know 
them and naturally facts drawn from 
experience are the more familiar to me. 
Indeed, I believe | am well qualitied 
to speak on the requirements of the 


*A paper read at a conference on accounting 
held jointly by the Ohio Society of Certified Public 
Accountants and the school of commerce and ad- 
ministration of Ohio State University 


\W ARREN 


Office) 


Much of 
what I will tell you regarding the re- 
wards and opportunities of the profes- 
sion has been experienced vicariously. 

Undoubtedly, there are many mem- 
bers of the profession better qualified 
than I am to discuss the subject of 
professional accounting. But standing 
as | do, at the threshold of the pro- 
fession, when the not too far distant 
past enshrouds my own days as a col- 
lege student and later as a beginner in 
the profession, it is probable that I am 
better qualified than more experienced 
accountants to understand the problem 
that you are facing in the selection of 
a life work. 

Therefore, to quote the Savoyard 
Vicar “Expect from me _ neither 
learned declamations nor profound 
arguments. I will not enter into any 
disputation, or endeavor to refute you; 
but only lay down my own sentiments 
in simplicity of heart.” ; 

The subject of my discussion an- 
nounces the fact that accounting is a 
profession. I am therefore relieved of 
the necessity of discussing this phase 
of the question. It would be well to 
point out, however, that there is a dis- 
tinct difference between the require- 
ments of any calling which may be 
classed as a profession, and one that 
An individual 
attempting to decide whether to enter 
a calling that is a profession should 
first of all determine whether he has 
the personal qualifications and temper- 
ment of a professional man, and 
whether he would enjoy the activities 
of a profession. Primarily, the busi- 


profession of accounting. 


is classed as a business. 














- 


ness man devotes his energy and ability 
to the solution of practical problems 
in a manner that 
him or the 


will be beneficial to 
interest which he repre- 
sents. The professional man, on the 
other hand, is interested in the solu- 
tion of practical problems largely for 
the sake of the solution itself regard- 
less of its effects upon any of the in- 
involved. This may sound 
highly abstract but a few illustrations 
will clarify the point. The lawyer 
fundamentally is interested in winning 
a law suit, not because of the amount 
involved but 


establish a given principle of law. The 


terests 


because he desires to 
surgeon is interested in the successful 
consummation of a difficult operation, 
not primarily because he desires to re- 
lieve the individual patient but because 
he desires to further professional 
technique in the treatment or preven- 
tion of disease. 

Do not misunderstand me. I am 
not one of those who draw their idea 
of the modern business man from the 
writings of Sinclair Lewis. There is 
much of idealism in modern business 
the modern man. But 
the fact remains that the accomplish- 
ment of 
the 


dollars or 


and business 
the individual in business or 
measured in terms of 
The 


man, even in a day of materialism, is 


trades is 
cents. professional 
measured at least in part by his con- 
tribution to the profession of which 
he is a member. 

Whether or not you are qualified for 
and temperamentally suited to a pro- 
fessional life, is a problem on the solu- 
tion of which I can offer little, if any, 
assistance. [ urge you, however, to seek 
a solution that is sound for I can per- 
sonally think of no more unhappy in- 
dividual than an aggressive merchan- 
diser who is trying to practise a pro- 


fession or the man who is inherently 
a professional man trying to sell. 

\ssuming then that you are quali- 
hed as to the first requirement of 
accounting, the professional tempera- 
ment, the next question which con- 
fronts you is, what are the particular 
requirements of the profession of ac- 
counting. It is probable that these 
requirements will best be revealed by 
a view of work which is done in an 
accountant’s office and the type of or- 
ganization which is maintained to do 
the work. 

In the ordinary course of a year of 
practice, the public accountant under- 
takes many varied types of accounting 
work. Audits, special investigation, 
tax cases and constructive accounting 
or the installation of systems are but 
a few of the many types of services 
which an accountant 
clients. 

Furthermore, there are many and 
varied types of accounting firms, from 
the individual accountant who prac- 
tices alone and unaided to the large 
national and international firms, with 
offices in many states or countries, and 
with an extensive personnel of part- 
ners, managers and staff accountants. 
Your lar have no doubt 
given you more of an insight into the 
types of work done by an accountant 
than it would be possible to do in the 
short space of time available this after- 
noon. As you would enter the pro- 
fession as a junior accountant, you are 
probably more interested in the duties 
of a junior than in any other phase of 
accounting and the duties of a junior 
are much the same, regardless of the 
type of work and the size of the firm. 
We can, therefore, ignore as immate- 
rial to the present discussion, the more 
highly specialized classes of accounting 
work and review only the character of 


renders to his 


studies so far 




















LR.B.& M.J OU 


the work performed in the course of 
an audit as conducted by the average 
firm of accountants. 

The personnel of such a firm of ac 
countants will consist of an individual 
or number of individuals who are part- 
ners in the firm; one or more man- 
agers or, as they are sometimes called, 
supervising seniors; and a_ staff of 
senior and junior assistants. As each 
partner under him 
more Managers or supervisors, and as 


will have one or 
each supervisor is responsible for a 
number of seniors, each of whom in 
turn is in charge of a staff of several 
juniors, it is apparent that the junior 
accountants comprise the bulk of the 
staff. 

When the firm is retained to per- 
form certain services, as for instance 
an audit, the arrangements as to the 
extent of the audit, the basis of fees, 
and other similar matters are gener- 
ally discussed with the client by a part- 
ner or resident manager. The 
gagement is then assigned by the part- 
ner to a manager or supervisor who 
will prepare a general program of the 
work to be done. This program, with 


ell- 


any specific instructions that the char- 
acter of the engagement may necessi- 
tate, is given to a senior assistant who 
with one or more junior assistants is 
assigned to the engagement. 

As the work progresses, the senior 
follows the general program mapped 
out by the supervisor or manager, as- 
signing the details of the work to his 
junior assistants and elaborating on 
the program as his judgment indicates. 

The senior accountant, let it be un- 
derstood, has no infallible guide in the 
program with which he has been sup- 
plied. This program is merely an out- 
line of what work is to be done, not 
how it shall be done. 
countant is 


The senior ac- 


therefore called upon to 
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display not only a high degree of tech 
nical skill but sound judgment and 
common sense as well. For instance, 
the program may simply call for a 
verification of the fact that the pricing 
of an inventory is at the lower of cost 
or market. In any given case there 
will probably be a number of ways in 
which this verification might be ac- 
complished but just one way in which 
it can be accomplished expeditiously. 
The capable senior will discover that 
way and pursue it. 

The junior assistant’s work is natur- 
ally routine. As the senior accountant 
plans the various phases of the en- 
gagement, he assigns to his junior as- 
sistants much, if not all, of the detail 
work. 

The work so assigned will consist 
in part of such duties as proving foot- 
ings, comparing entries, checking items 
against lists hereof 
entries by 


and verifying 
comparison with original 
records. 

to the illustration of the 
inventory verification, the senior may 


U 7 ailhian . 
Reverting 


determine upon the actual verification 
of the pricing of certain items by com- 
parison with original vendors’ invoices. 
The work of listing these items, the 
securing of the invoices and the com- 
parison thereof with the prices used 
in the inventory is the duty of the 
junior. 

In addition, during such time as he 
is not assigned to an engagement, the 
junior will be called upon to perform 
certain routine the firm’s 
These among other 
things, of filing, checking reports and 


duties in 


office. consist, 


revising tax services. In fact it is 
surprising how much work can_ be 


found for an unassigned junior. 

The American Institute of Account- 
ants, with which you are no doubt 
familiar, has published a booklet for 
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college men called “Accountancy is a 
Career for Educated Men”. That 
publication has summed up the quali- 
fications which one should bring to the 
accounting profession as follows: 


“Broadly speaking, the college graduate 
desiring to engage in accountancy should 
have the following qualifications : 

1. An appreciation of the necessity for con- 
scientious, painstaking and accurate labor, 
even when without direct supervision. 

2. Natural aptitude for analysis and 
thesis. 

3. Ability to assemble and to base ideas on 
unrelated to interpret their signifi- 
cance and to express conclusions in cor- 
rect and accurate language. 

4. A sense of perspective which will not be 

distorted by proximity to minor details. 

. Great respect for mathematical accuracy. 
Higher mathematics is seldom used in 

the ordinary practice of accountancy, al- 

though elementary algebra is valuable. 

6. Poise, tact and breadth of view which will 

make contact with men of affairs agree- 

able, a pleasant appearance, and a bearing 
which will induce respect. 

Ability to absorb confidential information 

without divulging it in any manner to 

others.” 


~) 


syn- 


tacts ; 


ut 


~ 


You will note that in the above list 
of qualifications, preliminary technical 
education is conspicuous by its ab- 
sence. This is due in the first place 
to the fact that the booklet was pub- 
lished for college men in general and 
not merely for students who have the 
opportunity to study accounting in un- 
dergraduate days. In the second place, 
however, accountancy is a profession 
in which practical experience is much 
more valuable than theoretical know]l- 
edge; and preliminary education, al- 
though of unquestioned value to the 
novice, is not a prime requisite. 

Quoting again from the  publica- 
tion of the American Institute of Ac- 
countants : 


“It has been the experience of accountancy 
firms that men graduated from general cul- 


tural courses in the liberal arts and sciences 
develop quite as rapidly as men who have 
devoted most of their time to technical ac- 
counting 


study. A study of the sciences 
creates habits of analysis and exactness 
which are most valuable to an accountant. 
Men who have taken courses in literature 


and in English composition will find their 
training immensely helpful in preparing re- 
ports, which sometimes occupy as much 
space as an ordinary book, and in verbally 
presenting their ideas to business executives. 
Knowledge of such subjects as economics, 
finance, banking and commercial law will 
be of direct practical value as the student 
advances in the profession. 

The elementary principles of accountancy, 
including bookkeeping methods, should, how- 
ever, be learned in school before a man 
obtains a position or as soon thereafter as 
possible. Bookkeeping is an important tool 
of the accountant and must be thoroughly 
understood. Once it is understood, he is no 
longer concerned with it except as a means 
to an end.” 


Concluding the discussion of the 
requirements of the profession of ac- 
counting it would be well to mention 
certain qualifications that, in my 
opinion, are prerequisites to success 
in the profession. They are as vital 
to a junior assistant as to the senior 
partner of the firm. 

These are moral, mental and _ physi- 
cal stamina to a high degree. 

Physical stamina because the char- 
acter of the work done and the circum- 
stances under which it is done, is a 
severe tax on the nerves and energy 
of the individual. Accountants look 
forward with longing to the day when 
the profession will not experience such 
a “peak” of activity. But it is safe 
to say that it will be some time before 
the bulk of the accountants work 
and probably the most important part 
of it is not crowded into the few 
months immediately succeeding the 
close of the calendar year. The ac- 
countant, from the junior assistant 
to the senior partner is called upon to 

















perform painstaking and exacting 
services ,while working long hours at 
high The unfit must fail 
either in quality or quantity of work 


performed. 


speed. 


Mental stamina is required because 
the profession is young. Many trails 
await blazing by the mentally active 
pioneers. These trails are being, and 
will continue to be, blazed by the 
mentally alert. The sluggards will be 
eliminated by the workings of the law 
of the survival of the fittest. To illus- 
trate | know of the senior partner of 
one prominent firm who in something 
over a year in addition to performing 
his duties as a partner of the firm 
wrote a book on Income Tax Pro- 
cedure, revised a former work on 
Auditing and edited a compilation of 
business information. He makes it a 
practice to read every court decision 
handed down in a tax case and 
reviewed the entire record of every 
case decided by the U. S. Board of 
Tax Appeals since it was organized. 

Finally, there is the requirement of 
moral stamina. It is the accountant’s 
mission in life to establish and inter- 
pret facts. Not infrequently these 
facts are against the interest of his 
client. In the face of the alternative 
of misstating the facts or of losing the 
client, the professional accountant can 
have but one choice. Confidential in- 
formation is often obtained which 
could be used to the advantage of the 
accountant. The professional account- 
ant who uses, or more properly mis- 
such information, may 
plish much in a financial way but as 
an accountant he is doomed to failure. 

Furthermore, as I have intimated 
above much of the accountant’s work 
is crowded into a relatively short pe- 
riod of time. As a result periods of 
intensive, painstaking and tiring effort 


has 


uses, accom- 
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are frequently followed by periods of 


relative inactivity. It requires no 


small amount of moral stamina or 
courage to devote every available 
moment of the temptingly inactive 


periods to the study and research that 
is the price not of maximum success 
but of ordinary advancement in the 
profession. 

Finally, it should be remembered 
that the accountant is in a unique posi- 


tion even among professional men. 
The lawyer discovers of his client’s 
affairs just so much as the client 


chooses to tell him, the doctor so much 
as he can observe but the accountant 
earns his fee by discovering those 
things that may be unknown even to 
the client himself. Small wonder then 
that one of the requirements of the 
profession as set forth by the Ameri- 
can Institute of Accountants is “The 
ability to absorb confidential informa- 
tion without divulging it in any man- 
ner to others.” 

Now before passing to the oppor- 
tunities with which the profession re- 
wards its worthy members, it may be 
well to consider, for a moment, how 
the young man may best enter the pro- 
fession. In the absence of personal 
contacts which may lead directly to an 
acceptable position with an established 
firm I can recommend no better agency 
than the Bureau of Placements of The 
American Institute of Accountants. 
This Bureau was organized for the 
purpose of recruiting the profession 
from the ranks of college 
graduates. Upon application, college 
seniors will be supplied with an appli- 
cation blank which provides for fur- 
nishing certain pertinent information 
relative to the applicant's education, 
social accomplishments and_ practical 
experience. When this application is 
filed the members of the Institute who 


among 














cooperate with the Bureau, and they 
include most of the prominent firms, 
are supplied with copies and, if de- 
sired, interviews are arranged with the 
applicant. Since the somewhat recent 
organization of this Bureau of Place- 
ments, 82 college men have been placed 
with accounting firms. If you are not 
in touch the of Place- 
ments, seriously considering 


with Bureau 


and are 
the profession of accounting, I recom- 
mend that you communicate with them 
at 135 Cedar Street, New York City. 

Now as to the opportunities OF Tfe- 
wards which this exacting profession 
the 
[ hardly be- 
lieve that you will consider as vitally 
important in the choice of a vocation 
the question that was put to me some 


offers to those who bring to it 
necessary qualifications. 


time ago by a young man considering 
the accounting he 
asked “If I take up accounting how 
long will it be before | am making 
enough to get married.” Nevertheless 
life being what it is, one must eat and, 
Judge Lindsay to the contrary notwith- 
standing, one probably will get mar- 
Therefore one with much less 


profession when 


ried. 
common sense than is required of the 
accountant must face the very practical 
problem of financial remuneration. 
Here again | prefer to quote from 
the booklet of the Bureau of 
ments of The American 
Accountants : 


Place- 
Institute of 


Remuneration 


As is the case in other professions and 
businesses the compensation of accountants 
different districts. The lower 
scale of prices in many smaller cities natur- 
ally results in somewhat lower salaries than 
in the 
the 


varies in 


larger The compensation of 
the first few 
pends largely upon his own ability. 
the salaries paid by different firms 
uniform, 


ones. 


assistant after years de- 


While 
not 
a fair average of the salary scale 
in the large cities may be quoted as follows: 


are 
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junior assistants, from $1,200 to $2,100 per 
annum; senior from $2,100 to 
$3,000: senior accountants, from $2,700 to 
$5,000 (although specialists are paid more), 
and supervisors, from $5,000 to $10,000. 
The incomes of dependent 


assistants, 


principals are 
upon the organization and reputation they 
are able to create. It is probable that few 
principals in fairly successful firms in the 
larger cities earn than $7,500 a year 
and many principals have annual incomes ot 
more than $25,000, some exceeding $50,000. 
The incomes of the leaders in accountancy 
compare favorably with those of the leaders 
in any other profession. 


less 


At the risk of sounding trite, I will 
say that there is always more room at 
the top. 
with the accounting profession. 
routine or 


Particularly is this the case 
The 
an account- 
ant’s staff requires for the most part 
only integrity, accuracy and speed. A 


detail work of 


college education and a_ personality 
an intellectual and social 
background are. not requisite to the 
of these qualifications. 
Hence it goes without saying that one 


based on 


pe SSESSI( mn 


could be a good junior without ever 
qualifying as a senior, much less a 
manager or partner. 

Because of, rather than in spite of, 
this circumstance, it is my opinion that 
the profession of accounting offers 
unusual opportunities to the college 
trained man. 


CC punting 


In the first place, ac- 
as a profession is in its 
youth if not its infancy. Much of the 
that the 


profession has been brought about by 


advance has been made by 
men who had only practical experience 
and those sterling qualities that en- 
abled them to succeed without the cul- 
tural training that has been the good 
fortune of 
When one has been 
accomplished by these men the oppor- 


tunities seem limitless that await the 


the college trained man. 


considers what 


man who will bring to the profes- 














sion the added qualification of college 
training. 


fact that until 
recently there was little, if any, organ- 


In addition, it 1s a 


ized system of education in account- 
ancy. -\s a result the profession has 
been recruited in large numbers from 
among the ranks of those who were 
not fitted either mentally or tempera- 
mentally for the highest rewards which 
the profession has to offer. Conse- 
quently those who have extraordinary 
ability, supplemented by excellent aca- 
demic training, have unusual oppor- 
tunities to obtain recognition and final 
advancement. 

Then too there is the opportunity 
that public accountancy offers for the 
securing of worth while positions out- 
side the profession. Again | quote 
from the publication of The American 
Institute : 


“By reason of the intimate knowledge 
which the public accountant necessarily ac- 
quires concerning the financial affairs of 
business, any experience in accounting will 
afford a proportionately extensive acquaint- 
ance with the methods of administration 
in different business organizations. This 
knowledge may be directly capitalized if an 
accountant decides to leave the professional 
field and pursue other lines of commercial 
endeavor. It is not unusual for wealthy 
men to place their sons in the offices of pub- 
lic accountants to acquire a thorough inti- 
macy with business methods which will later 
enable them to occupy responsible executive 
positions. j 

This phase of the situation in itself 
offers opportunities to the man who 
desires to remain in the profession. 
Naturally the men who are drafted 
from the ranks of the profession to 
fill important executive positions are 
not the least capable or proficient. 
There is, therefore, a constant move- 
ment upward caused in no small part 
by the loss of some of its most promis- 
ing members at a time when the pro- 
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fession is being called upon to ren- 
der even increasing and more varied 
services. 

In this connection it might be well 
to compare the position in which ac- 
countancy is placed with the position 
in which at least one of the other pro- 
fessions is placed. In spite of the 
multiplicity of laws and the increasing 
need for legal advice, the legal pro- 
fession has lost certain types of serv- 
ices that a generation ago were con- 
sidered purely those of the lawyer. 
The growth and increased influence of 
the trust companies, with their legal 
and trust departments, in which wills 
are drawn and trusts are administered ; 
and the activities of the title and ab- 
stract companies have removed from 
the field of the legal profession much 
of the probate, trust and real estate 
work. 

The profession of accountancy on 
the other hand is finding an even in- 
creasing field for its services. The 
income tax, estate taxes, budgeting, 
and a growing demand for advice on 
financial subjects are but a few of the 
enjoyable and remunerative services 
that are today casual but a few years 
ago were unusual in the every day 
practice of the accountant. 

In conclusion the profession of ac- 
counting makes heavy demands upon 
the individual who would 
highest rewards. The young man en- 
tering the profession will find long 
hours of tedious labor awaiting him. 
He will find his mental, moral and 
physical stamina challenged to the ut- 
most. But if he can stand the test he 
will find ample reward. It is said that 
Garibaldi offered his soldiers only 
starvation and probably death. Ac- 
countancy calls for no such sacrifices. 


seek its 


The profession is generous in practical 


(Continued on page 16) 
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The Perennial Fiscal Year Question 


By WALTER A, STAUB 


\s the years have gone on, the pub- 
lic aecountant’s problem of 
with the tremendous congestion of 
work in the first several months of the 
year has become increasingly more try- 
ing. Although the federal income tax 
law permits of making returns for a 
fiscal year other than the calendar 
year, a number of corporations which 
formerly had other fiscal years, have 
adopted the year for the 
stated purpose of facilitating the prep- 
aration of income tax returns. During 
the period of excess profits tax re- 
turns, the two different returns re- 
quired for one fiscal year, whenever 
a new law was passed, did impose 
some burden on fiscal year corpora- 
tions which calendar year companies 
escaped. At the present time this bur- 
den is inconsequential, but the impres- 
sion still remains among corporations 
that the use of the calendar year is 
easier for tax purposes than is the use 
of the fiscal year. 

The 


dealing 


calendar 


which 


many tax returns ac- 
countants are called on to prepare 
during the first few months of the 


year add to the congestion which was 
already serious because of the large 
number of annual audits to be made 
at that time. 

It was at one time the practice of 
the Interstate Commerce Commission 
to require railroads to make their re- 
port for the fiscal year ending June 
30th. Some years ago the Commis- 
sion changed the period to December 
31st, again adding to the congestion of 
work for the early months of the year 
for those accountants who audit rail- 
road accounts, and adding to their dif- 
ficulty of carrying a_ suitable staff 


through the other portions of the year. 
An added element of congestion 
which has developed during the last 
several years arises out of the numer- 
questionnaires which the New 
York Stock Exchange sends out to its 
members for response as at December 
31, January 31 and February 28, 
respectively. While, of course, those 
accountants who have always handled 
more or less Wall Street work natu- 
rally have had to take care of a cer- 
tain number of stock exchange house 
audits at the dates mentioned, it was 
usually possible to arrange for a mini- 
mum amount of such work to be done 
at that time of the year, as there is 
no particular necessity for Wall Street 
houses having their audits made at the 
end of either a calendar or other fiscal 
year. With the introduction of the 
Stock Exchange questionnaire, how- 
ever, the assignment of the work to a 
less congested period of the year has 
at times presented some difficulty, be- 
members hesitate to ask the 
Stock Exchange for a postponement 
of the date for which the question- 
naire is sent out and, in any event, 
the Exchange will not ordinarily give 
more than a thirty-day extension. 
For many business concerns the cal- 
endar year is not a logical fiscal year. 
Any industry related directly or in- 
directly to agriculture is almost cer- 
tain to have a natural business or fiscal 
year which does not correspond with 
the calendar year. Flour mills, for in- 
stance, ought to close their year just 
before the new wheat comes in. Simi- 
larly, industries utilizing raw cotton 
would naturally have a fiscal year 
ending just before the new crop of 


ous 


cause 





























LRB& MJIOURNAL 15 





cotton begins to arrive. Blast fur- 
naces, which draw their supplies of 
iron ore from the mines located on 


the Great Lakes, have their ore piles 
down to a minimum just before the 
opening of Lake navigation. Under 
all these circumstances, the inventories 
would be at low ebb at the time indi- 
cated. The time for preparing an an- 
nual financial statement, particularly 
for credit purposes, is at the time when 
the inventory is ata minimum. In the 
first place, the banker who reviews the 
statement naturally assumes that the 
corporation submitting it is presenting 
the most favorable statement which the 
course of a year permits. 
quently, if the borrower submits a 
statement at a time when inventories 
are considerably higher than minimum, 
he gets no credit for the possibility of 
further liquidation in natural course. 
On the other hand, by closing the 
books and preparing the statement at 
a time of year when the inventory is 
at a minimum, the final statement 
shows the possibilities of liquidation of 
both inventory and indebtedness. 

A further consideration with respect 
to the season of the year for closing 
the accounts is that where goods are 


( ‘“onse- 


out of doors, such as ore, coal, scrap, 
pig iron, etc., the inventories (whether 
representing the actual amount based 
on count or survey and computation, 
or the quantities shown by stock rec- 
ords corroborated by survey or test 
check) can be more satisfactorily and 
conveniently verified at a season of the 
year when all outdoors is not covered 
with snow. 

Thus far, however, accountants have 
made but little progress in bringing 
the average business man, who has 
been in the habit of using the calendar 
year for his accounting period, to see 
the possible advantages in changing to 


another fiscal period. We Americans 
pride ourselves on the lack of adher- 
ence to precedent, yet this situation is 
a demonstration of the fact that the 
average man is very much 
given to following precendent even 
when it may at times not be to his 
best interest. 


business 


A refreshing instance, however, of 
a change from the calendar year to a 
fiscal year which is more in accord 
with the natural conditions of the par- 
ticular business, was the action of Ar- 
mour & Company in changing its fiscal 


year from December 31st to October 
3ist. The annual report of the presi- 
dent of this company to its stock- 


holders, in which the change was re- 
ported, stated that “this is the result 
of action by the Board of Directors 
changing the fiscal year to make it ac- 
cord with the natural cycle of the meat 
packing business instead of with the 
calendar”’. 

The average business man may have 
the idea when the suggestion for 
change in a particular case is laid be- 
fore him for consideration, that the 
matter is purely one of convenience 
for the public accountant. As a mat- 
ter of fact, however, the interest of the 
accountant and his clients are one in 
the matter. It is to the common in- 
terest of the business world and the 
public accountant that there shall not 
be such a congestion of work for the 
accountant in one period of the year 
and a corresponding scarcity in other 
periods, which will make it difficult 
for the accountant (from a financial 
standpoint, if for no other reason) to 
maintain a well balanced organization 
throughout the year and to give the 
engagements entrusted to him at any 
time of the year the careful and thor- 
ough attention which every profes- 
sional engagement merits. 














Resolutions endorsing the principle 
of a more widespread use of the natu- 
ral business year have been passed by 
many organizations, including the Chi- 
cago and New Orleans Associations of 
Commerce, the National 
of Cost Accountants, 


\ssociation 
and the New 
York, Minnesota, Texas and Colorado 
State Societies of Certified Public Ac- 
countants. Similar resolutions are pend- 
ing before many other organizations. 

Like many other desirable develop- 
ments, the recognition of the value to 
business of the use of the natural busi- 
ness year rather than of the calendar 
Seed time 
and then a period of cultivation must 
precede the harvest. 


year proceeds but slowly. 


Sometimes, as 
fruit trees, a number of 
years must elapse before the first fruit 
is borne. 

That the preaching of the doctrine 
of the natural not 
without results, however, is to be seen 
from the following resolution adopted 
some months ago by the 
Fur Manufacturers: 


in the case of 


business year is 


\ssociated 


WHEREAS aifter a careful study of the 
prevailing conditions in the Fur Industry, 
the Associated Fur Manufacturers, Inc., 
deems it advantageous to the wholesale 
manufacturing branch of the industry to 
change the end of the financial year at which 
are balanced, from December 31 
as is now the prevailing cus- 


accounts 
in each year, 
tom, to March 31 in each year, be it there- 
fore 

RESOLVED that the Associated Fur 
Manufacturers, Inc., hereby adopts a change 
in the fiscal year as at present practiced in 


the Fur Industry; so that on and after 
January 1, 1928, the end of the financial 
year of the wholesale fur manufacturers, 


are balanced, shall be March 
and not 


when accounts 
31 in each 
be it 


year December 31, and 


further 
RESOLVED that the members of the As- 
Fur Manufacturers, 
aiter January 1, 


sociated Inc., on and 


1928, so regulate their re- 
spective businesses that each member shall 
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conform to the resolution 


hereby 
and that their respective financial year shall 
end on March 31 in each year. 


adopted 


indicated, there are 
strong reasons, entirely unrelated to 


\s_ already 


the accountant’s convenience, for the 
use by many businesses of a fiscal 
year other than the calendar year. It 
is to be hoped that in the course of 
time this will be more fully recognized. 

A fuller recognition thereof will be 
to the mutual 
practitioner. 


benefit of client and 


Exemptions of Patents and Copy- 
rights from State Income Tax 
(Continued from page 6) 
doing business as a corporation is 
measured by set income, it appears 
likely that the court will hold that 
profits from the use of a patent or 
copyright may validly be included in 
gross income, although this is by no 
means wholly clear. If, however, the 
amount of the tax is upon 
gross income or gross receipts, it ap- 
pears that profits from the use of a 
patent or copyright probably must be 

excluded. 

Needless to many other vital 
questions may be raised in connection 
with the decision. 


based 


say, 


Decisions in suits 
brought as a result of Long v. Rock- 
wood will go far in determining the 
future of state income and franchise 
taxation. 


Requirements and Opportunities 
of the Profession of Accounting 
(Continued from page 13) 
rewards and lavish in rewards that are 
more enduring than gold and silver. 
The professional accountant who qual- 
ifies to walk in the footsteps of the 
present leaders of the profession will 
find a life rich in the respect that 
comes from confidence deserved, serv- 
ice rendered and work accomplished. 
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A New Partner 


When the firm decided to open an 
office in 1915, it was 
fully realized that there was a lot of 
hard work ahead 


Boston back in 


for someone in de- 
veloping a practice in a community 
known to be as conservative, finan- 
cially and otherwise, as Boston and the 
territory tributary to it in a business 
way. Accordingly great credit is due 
Mr. Carl T. Keller, who founded the 
Boston office for the firm, for his con- 
tribution to the splendid development 
of that office and for the reputation 
which the firm has enjoyed in that 
community. 

For these reasons it is an especial 
pleasure to make the announcement of 
Mr. Keller’s admission to membership 
in the firm of Lybrand, Ross Bros. & 
Montgomery, practicing at the Boston 
office. 

Mr. 


far west, 


the 
his degree from 
Harvard in 1894, whereupon he en- 
tered the service of 
Telephone & 


Keller, who was born in 


received 


the 
Telegraph 
Subsequently, after 


American 
Company. 
being employed 
for a time by the Rock Island Rail- 
road, Mr. 1921 returned to 
the telephone work by joining the or- 
ganization of the New England Tele- 
phone & Telegraph Company in Bos- 
ton. 


Keller in 


He progressed through various 
departments until he finally reached 
the position of General Commercial 
Superintendent and Assistant General 
Manager. An interesting sidelight on 
the early life of Mr. Keller may be 
obtained by our readers by reference 
to his article, “The 
College Graduate”, which appeared in 
the February, 1924 issue of the L. R. 
B. & M. JournaL. Here, in a highly 
interesting manner the writer describes 


Education of a 
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his experiences in laying lines for the 
telephone company. 

\fter withdrawing from the tele- 
phone work, Mr. Keller joined the 
New York staff of Lybrand, 
Bros. & Montgomery, where he re- 
mained until he assumed the manage- 
ment of the Boston office. 

Mr. well- 
deserved recognition of loyal, intelli- 
We wish 


success in the 


Re ISS 


Keller’s new status is a 
gent and effective service. 
him still further 
days and years ahead. 


for 


Constructive Accountancy 


who have been 
in public practice for over a quarter 
century will readily recall the restricted 
the accountant’s work and 
how seldom he was given an opportun- 
ity to initiative. The 
major portion of his work consisted 
ot detailed audits, and the ferretting 
out of dishonesty where defalcations 
were disclosed or suspected; and en- 


Those accountants 


scope yf 


exercise his 


gagement for the thorough going re- 
the accounting methods of 
the business, or the installation of a 
cost accounting system, was relatively 
rare; and the consulting of the ac- 
countant on matters of general busi- 
ness policy was almost unheard of. 
Sut few clients thought of the public 
accountant as a business adviser. 

This condition has greatly changed, 
the change having been especially 
marked during the past ten to fifteen 
years. 


vision of 


The war period with its prob- 
lems of high taxation, rapid organiza- 
tion of new enterprises needed for 
war purposes, etc., and the post war 
period bringing with it the testings of 
deflation and increasing competition, 
caused business men and financiers to 
look about for help from those who 
might be competent to advise in the 


business. To 
refer to but one instance, mention may 
be made of the effective manner in 
which accountants have served busi- 
ness with respect to income and profits 
taxation. The advice given, and the 
handling of their tax caused 
many business men to realize for the 
first time the constructive value which 
they could the public 
accountant, 

An interesting recognition in a pub- 
lic way of the appreciation by the 
financial world of the constructive 
value of the accountant’s services to 
the world of business was contained in 
an advertisement by the Fidelity Trust 
Company of New York which was 
prominently displayed on the financial 
pages of a recent issue of The New 
York Times. It bore the caption “Old 
fashioned bookkeeping outgrown’, and 
read as follows: 


effective guidance of 


cases, 


obtain from 


It would be difficult to picture the chaos 
which would have resulted if modern ac- 
countancy had not kept pace with the expan- 
business. The accounting 
profession has rendered distinguished service 
in analyzing the true condition of affairs in 
every line of industry. It has stabilized 
business by insisting upon conservative 
valuations, adequate depreciation, amortiza- 
tion and sinking funds. It has enabled manu- 
facturers to eliminate wasteful methods by 
installing ingenious cost systems. 

Accounting as a includes many 
noted firms, whose personnel is in touch 
with the leaders of commerce and industry. 
Sound banking has closely co-operated with 
accounting in guiding business along 
servatively progressive routes. 


sion of big 


business 


con- 


Another recognition of the construc- 
tive value of the service which the ac- 
countant may render, when he is given 
opportunity to do so, appeared in an 
article in the August 15th issue of the 
Forbes magazine. It was entitled “The 
Public Accountant, Is He Your Con- 
fidant ?” We found this article so in- 
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teresting and stimulating that, with the 
kindly consent of the editor of Forbes, 
we have reprinted it in this issue of 
the L. R. B. & M. JournaLt. We 
commend it to the attention of every 
member of our organization and urge 
that all of us may constantly have in 
mind making our services on every 
piece of work on which we may be 
engaged of just as much constructive 
value to the client as possible. 


Erstwhile Manners 

recent issue of The Chicago 
Tribune, a column bearing the caption 
“65 Years Ago Today” included the 
following paragraph which had origi- 
nally appeared in the Tribune in 1863: 


Itt a 


CHICAGO.—D.H. Craig, agent for many 
years, by the favor of the New York jour- 
nals, of the Associated Press, has been suc- 
ceeded by Mr. Bradford. We part with 
Mr. without regret. He was impu- 
dent, disobliging and ignorant—characteris- 
tics which made him a nuisance to publishers 
and to the public. 


Craig 


This paragraph is an example of 
how they used to “treat ’em rough” in 
the West. Its brutal frankness is in 
contrast to present day manners, even 
of newspapers. Nowadays it just 
isn’t done in this way and it is doubt- 
less better so. Also, nowadays, a 
worthy editor would hesitate to lay 
himself open to the suit for damages 
that might well ensue on such a pub- 
lication of Mr. Craig’s virtues. 


Every dollar you save is a_ plank 
leading towards individual—and _na- 


tional—prosperity. 





“Nine hundred slaves for each in- 
habitant of the United States would 
be required to replace electricity.”— 
Dr. E. E. FREE. 


Special Problems of Consolidated 
Income Statements 


(Continued from page 5) 


earnings statement rather liberally and 
in general does not favor reducing the 
monetary statement because a portion 
of the earnings is permanently tied up 
in the subsidiary companies. An ex- 
planatory note of such facts may be 
necessary in the unusual cases where 
amounts involved are large but, after 
all, as a practical matter the earnings 
of any single company are seldom fully 
available for distribution to stockhold- 
ers. The 
ment for 


consolidated income state- 
the group is comparable 
with the income statement of an in- 
dividual company the 
available means of presenting sum- 
marized financial information as_ to 
the earning power of an_ affiliated 
group of companies. 


and is best 





Notes 


Both and former members 
of the L. R. B. & M. organization are 
active in the National Association of 
Cost Accountants. Mr. was 
elected vice-president at the Conven- 
tion held in New York in June. Mr. 
Thomas B. rank, formerly connected 
with our New York office, was presi- 
dent of-the Cincinnati chapter, which 
led all the chapters in number of points 
scored during the past year; his elec- 
tion as a National director was doubt- 


present 


Gee 


less in recognition of this notable 
service. Mr. Charles A. Williams, also 


our New York office, 
was recently elected president of the 
New York chapter. 


an alumnus of 


Mr. Marsh, manager of our Pitts- 
burgh office, is vice-president of the 
chapter in that city. Mr. Guy, mana- 


(Continued on page 24) 
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Accountant 


ls He Your Confidant. 


By Bowman C, 


Reprinted by special permission from 

\ generation ago, the public ac- 
countant was regarded as a sort of 
plain-clothes man. He was called in 
when somebody was suspected of tam- 
pering with the cash—often after the 
tampering had ended and the custodian 
of the currency had fled. 

Today, the function of the public 
accountant as an auditor of corporate 
balance sheets, as an income tax con- 
sultant and as an investigator for un- 
derwriters of securities, is well known. 
Yet, valuable as is the service which 
the accountant renders, he is accepted 
chiefly as a sponsor for figures and an 
interpreter of such facts as the figures 
establish. He deals primarily in tan- 
gible things. 

Figures tell much, but many 
portant facts they leave unrevealed. 
Concerning factional strife within an 
organization, or 


im- 


worn-out business 
policies, they are always mute. 

The real forces that carry a busi- 
ness on to success are intangible. They 
appear on the sheet. 
The same is true of those retrograding 
forces which hasten a company’s de- 
cline. 


never balance 


Each year business failures take 
place, owing to costly errors of policy 
or practice, failures which might easily 
have been avoided. Many a commer- 
cial craft, should be 
rapid and prosperous, is weighed down 
by administrative errors or is dragging 
the anchor of lost initiative. 

The practising accountant is fully 
aware of the weaknesses existing in 


whose voyage 


the business organization which he 
serves. However, for reasons of policy, 
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he is seldom permitted to abandon his 
role of an interpreter of figures to 
point out the trouble and to prescribe 
the remedy. Management is regarded 
as a problem of the managers. 

Some instances are here given of 
conditions which proved serious handi- 
caps to the business organizations in 
which they occurred. The accountants 
serving the companies were cognizant 
of the conditions in all instances. They 
could have suggested the obvious cor- 
rective measures, but in only one case 
was their advice sought. 

Occasionally, although infrequently, 
an executive wants too many figures 
about his One plant man- 
ager insisted upon detailed job cost 
records being kept in a department, 
merely for the purpose of determining 
the monthly cost of sales which easily 
could have been estimated closely 
enough for any practicable purpose. 
Considerable additional clerical work 
was necessary to handle the costing of 
work tickets and some addition to the 
office staff had to be made. This ad- 
ditional could have 
avoided and the year’s profit accord- 
ingly increased. 

This same executive insisted 
that only orders booked in a given 
month be that month’s 
sales. Since several days elapsed after 
the each month before all 
orders of the month were completed 
and delivered, this ruling acted as a 
severe handicap to the bookkeeping 
force. It also considerably delayed 
the preparation of monthly operating 


business. 


expense been 


also 


recorded as 


end of 











statements which, to be of 


greatest 
value, should be promptly submitted. 

The difficulty lay in an attempt to 
combine accounting records and statis- 
tical records—a combination which 
This execu- 
tive ought to have closed his shop 
records on the last day of the month 


and ascertained the total bookings of 


cannot always be made. 


the month from a separate statistical 
record. The man was extremely sensi- 
tive to criticism, and the internal poli- 
tics of the company such that 
the accountant was obliged to forego 


were 


any comments on the situation. 
A shoe manufacturing 
which, for a 


concern 
generation, had 
ducted a prosperous business, began 
to lose ground. At the time, 
an enterprising young manufacturer 
purchased a shoe making plant and 


con- 


same 


In answer to 
an inquiry as to how he could start in 


started a new business. 


business when an old, seasoned com- 
pany could not earn a living, he said: 
“There is plenty of business to be had, 
if the shoe manufacturers will make the 
styles which the public want. Some 
of the old-timers expect to continue in 
business by making lines which are no 
longer in demand. They cannot do it. 
ur business is good and I expect it 
ta be better.” 

The inability of many business ex- 
ecutives to recognize approaching 
changes, or to adapt themselves to 
those changes when they have arrived, 
has often been commented upon. Still, 
this peculiar shortcoming accounts for 
many failures 
numerous concerns from achieving 
their due success. In the instance re- 
ferred to, the auditors had noticed a 
steadily declining volume of sales in 
what formerly had been the company’s 
best territory. At the same time, busi- 
from Latin-America and_ the 


business and prevents 


ness 


LRB& M.IJIOURNAL 21 


South, which had not been 


very ac- 
tive, was on the increase. This peculiar 
condition was due to the taste of the 
local consumer. Still no studies were 
made into the causes of the changing 
demand and ultimately the 
was liquidated. 

\ sales 


company 


had made 
an enviable record with a nationally 
known manufacturer, sought a new 
berth. At various business 
publications were stressing the advan- 
tages of the graduated commission 
basis for compensating salesmen. In 


manager, who 


the time, 


his new position, this sales manager 
abolished the methods of remuneration 
formerly in effect and established the 
graduated The 
dissatisfied, the 
business dwindled and the 
company suffered heavy losses. Mean- 


commission basis. 


sales force became 


volume of 


while, the president of the corporation 
wondered why the new sales manager 
was not making good. In the end, 
and after a long delay, the head of the 
sales department was asked to resign, 
the old basis of paying the salesmen 
and conditions 
gradually righted themselves. 


was re-established 

[f your business reading gives you 
a new idea, study it carefully and 
apply it cautiously. If it is practicable 
in your own case, there will be ample 
time for its general adoption. The 
text writer contribute an 
idea, but he never expects it to be ap- 
plied 


be 0k can 


regardless of local conditions. 
With your business reading mix some 
hard thinking. 

A city department store, in a good 
location, was unable to draw its proper 
amount of The manage- 
ment was often puzzled at the unsat- 
isfactory daily receipts, but could offer 
no plausible reasons therefor. 

One handicap of this store was its 
narrow frontage on the sidewalk and 


patronage. 




















its consequent lack of window display 
space. Its displays were not in keep- 
ing with the current buying trends. 
[f you are a retail store operator, fol- 
low the lead of the big chain stores. 
Seek a central location which will af- 
ford you a wide frontage on the street 
for window display. Keep your dis- 
plays timely and support them by 
equally timely advertising. 

Many a business has languished be- 
cause its executives had too many out- 
The distant field looks 
green and most men believe that they 
would 


side interests. 


business 
other than the one in which they are 


engaged. 


fare better in some 


\ business was started with a capi- 
hundred dollars. 
it had grown to such an extent that 
its chief sold out his interest 
for several hundred times his original 
investment. With his increased capi- 
tal, he formed another and 
resumed operations in the same line 


tal of a few Soon 


owner 


company 


of work. The second made 
little 
nections were given up and the com- 
pany lost ground steadily. 

This man, when starting his new 
company, failed to concentrate his 
thought and effort on the task at hand. 
Other interests occupied his attention. 
He speculated and ap- 
peared no longer willing to put forth 
the efforts which had built his previous 


venture 


progress. Good business con- 


extensively 


success. His organization lacked lead- 
ership; it had neither inspiration nor 
discipline. 

lew men have the ability properly 
to fill more than one good-sized job 


at a time. Today, more than ever 
before, a business demands of its 
executives the strictest concentration 


of thought and effort. Speculation in 
securities, commodities, or long chance 


ventures, when properly conducted, is 


LRBE& MIOCURNAL 





But 


a legitimate activity. the execu- 
tive who attempts simultaneously to 
speculate and manage a live business 
will injure either the business or him- 
self—probably both. 

A group of bank officials met, a few 
years ago, in an Eastern city to de- 
cide the fate of a business of consid- 
erable size, which had borrowed too 
heavily. The had suffered 
serious losses and was in a_ nearly 


company 


hopeless financial condition. 

A majority of the bankers favored 
immediate liquidation, but one of the 
group urged that an effort be made 
to rehabilitate the After 
considerable argument, it was finally 
decided to request the accountant who 
had prepared the balance sheet to in- 


business. 


vestigate the company’s policies and 
methods and to suggest remedial 
measures. 

The accountant, knew 
enough what the main difficulty was, 
combed the business over in much de- 
tail. He reported that it had gone to 
seed; that the sales force was living 
on the past reputation of the concern, 
rather than exerting itself to write new 
business; that there were many 
“arm chair executives’; that the ware- 
houses were not properly located for 
the most economical and efficient hand- 
ling of goods; that certain waterfront 
properties had outgrown their useful- 
ness and should be disposed of; that 
a new general manager was urgently 
needed. 

Fortunately, the accountant was able 
to produce the man who could and 
did qualify as an able successor to 
the general manager. The changes 
recommended were put into effect. The 
concern took on a new lease of life and 
began regaining its lost ground. It is 
now in a prosperous condition. 

24) 


who well 


too 


(Continued on page 
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Labor Day in Paris 


By Yves HENryY BUHLER 


(Boston Office) 


Labor Day is a national holiday in 
\merica; the First of May, the so- 
called Labor Day of Europe, is a pro- 
letariate holiday—or rather a holiday 
of as much of the proletariate as wants 
to make it so—instituted as a protest 
against the “bourgeoisie,” and destined 
to inconvenience the latter once a year 
as much as the organized forces of the 
community will allow. 

As a holiday the American Labor 
Day is a success, the European Labor 
day a failure. Labor Day is a success 
in the United States because its people 
rich or poor work. The First of May 
is a failure in Europe because there is 
a considerable part of the so-called 
“bourgeoisie” which works little or 
not at all. Labor Day cannot be a 
national holiday in countries where a 
substantial portion of the population 
glories in having leisure for calling. 

Every year as the First of May ap- 
proaches, rumors spread that the dark 
forces of Moscow are secretly at work 
to set the sparks of social revolution 
flying over urope. Like most rumors, 
these often originate in the imagina- 
tive minds of zealous newspapermen. 
Whether true or untrue, the forces of 
Law and Order organize weeks in ad- 
vance to meet these threats. Police 
heads spend many a sleepless night, 
national guards receive special instruc- 
tion, including a course in stoicism 
under a volley of missiles, even troops 
are mobilized and concentrated in cities 
close to the hotbeds of communism. 
On the eve of the labor holiday, news- 
papers of all shades except radical are 
able to reassure the worried “bour- 
geoisie’: Moscow shall not dictate ! 


When we think of Labor Day in 
America, we associate it with general 
enjoyment and relaxation, inspiring 
labor parades or an exodus from town 
to country. What was noticeable here 
in Paris on the First of May was 
anxiety, uneasiness, wonder, curiosity, 
a feeling similar to the one experienced 
before an approaching storm. Almost 
everybody bought “muguet” the popu- 
lar mayflower and found relief in the 
sight of these innocent minute white 
bells. 

The aspect of the city was changed 
principally by the absence of taxicabs. 
The First of May is sometimes called 
scornfully the taxidrivers’ holiday, this 
day being set aside once a year by these 
knights of the steering-wheel in order 
to get even with the “sales bourgeois” 
whom they have to transport on all 
other days. This however is an insult 
to Moscow. Besides the absence of 
taxis, there were far fewer other cars 
on the streets. Most truck drivers _ 
went on strike, which is the way 
French newspapers described making 
the day a holiday, and “bourgeois” 
owning private cars deemed it safer, 
despite reassuring newspaper 
ments, to stay at home or walk. 

As to police forces, national guards 


state- 


and soldiers (including colonial troops ), 
they were principally concentrated in 
eastern “quartiers” or city districts, the 
bulwarks of communism. Here a 
squad of militia with shining helmets 
and bayonets was stationed every few 
blocks. More militia on horseback 
patrolled the streets. Policemen could 
be seen in groups at crossings and 
within speaking distance of one an- 
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other along the boulevards. In front 
of the town hall of the twentieth “‘ar- 
rondisment,” a district which recently 
reelected a communist, six large milli- 
tary trucks stood ready at a moment's 
notice to carry reserve forces to threat- 
Policemen had a stern 
anxious look, in striking contrast with 


ened points. 


their habitual jovial features; soldiers 
seemed bored. Both stood ready to 
protect those workmen and their fam- 
ilies who enjoyed a day of rest by 
leisurely taking a walk. 

In the west-end, where no unusual 
display of uniforms marked the day, 
Paris seemed to have retrograded two 
decades. Traffic lights over half de- 
serted streets were forgotten, and the 
rare and ancient horse-drawn cab, 
usually engulfed pitilessly in the noisy 
stream of automobiles, trotted serenely 
by, both cabman and horse gleefully 
surprised at the sudden restoration of 
the Paris of their youth. The First 
of May introduced as a day of rioting 
has now become a miracle of peace. 

While the threats of Moscow came 
to nought, letting many Parisians 
enjoy a day of blissful quietude, un- 
fortunate visitors arriving in Paris on 
that day experienced through the ab- 
sence of taxis real discomfort. The 
emergency cars pressed into service by 
a few hotels to transport their guests 
to and from the railroad stations were 
totally inadequate and many visitors 
had to use the subway or walk, often 
heavily laden with bags. To them the 
First of May was an unexpected hard- 
ship. Americans who had the misfor- 
tune to land in Europe and take the 
boat trains to Paris on that day had a 
rude awakening to the fact that Labor 
Day is a national holiday at home but 
a proletariate holiday abroad. 
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The Public Accountant 


(Continued from page 22) 


The cure for business which has 
gone to seed is indeed drastic, but 
often it is surprisingly effective. 

Your accountant can perform no 
miracles, but he possesses valuable 
knowledge concerning the intangible 
factors of your business—knowledge 
which very likely he is unable to con- 
vey in his formal report. There is no 
doubt that the value of his services 
would be greatly enhanced by the re- 
moval of many of the inhibitions which 
now surround him. Until he gains the 
needed greater freedom of expression, 
your best policy would be to do as one 
wise business executive recently did 
following the investigation of a de- 
falcation. “I have read your written 
report,’ he said to the accountant, 
“now tell me what you didn’t write 
about.” 

The accountant is a power for he is 
the confidential friend of the execu- 
tive. Without his analysis the execu- 
tive would be at a loss. One thing is 
essential—the executive must under- 
stand the accountant’s language and 
give him his confidence. 


Notes 


(Continued from page 19) 


ger of our Cincinnati office, is vice- 
president and also director-in-charge 
of programs of the chapter in his city. 
Mr. C, L. Queen, of our San Francisco 
office, is a past president of the San 
Francisco chapter. 

The July 1, 1928 issue (Section [) 
of the N. A. C. A. Bulletin was de- 
voted to an article on “Experiences to 
\id Management” by Mr. Lester F. 
Blake, of our Boston office. 
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